In this study, the impact of adopting International Financial Reporting Standards (IFRSs) on listed companies in Turkey was examined. We observed the financial statements that were prepared in accordance with IFRS and local GAAP and researched the standards which included more relevant information. We worked on the financial statements of the companies in the Istanbul Stock Exchange (ISE) that operated in the manufacturing industry. In our findings, we determined that the financial statements prepared in accordance with local GAAP and IFRS were statistically different. Significant differences were identified in inventories, fixed asset, long term liability and stockholders' equity accounts in the financial statements. In addition, current ratios, receivables turnover ratios, asset turnover ratios, total liabilities/tangible assets, fixed assets turnovers, equity turnover rates, short term liabilities/total debts and short term liabilities/total assets ratios based on IFRS financial statements were statistically and significantly distinguished from the stated ratios of local GAAP financial statements. We were unable to observe statistically significant differences in book value/market value ratio analysis depending on the market value under local GAAP and IFRS. However, in subsector analysis, we identified that some subsector groups have been affected from the transition to IFRS.
Financial reporting is relevant when it affects the economic decisions of investors, employees, creditors, and customers. In our study, we used book value/market value ratio in order to assess this relationship.
Review of the Literature
In recent years, various empirical researches have been conducted on the effects of mandatory and voluntary IFRS conversion from local GAAP. In these studies, the effects of IFRS transition in the European Union countries were mostly examined. (Harris et al., 1994; Niskanen et al., 2000; Arce & Mora, 2002; Jermakowicz, 2004; Callao et al., 2007; Haverals, 2007; Jermakowicz et al., 2007; Lantto & Sahlström, 2009; Gaston et al., 2010; Iatridis, 2010; Jarva & Lantto, 2010; Zeghal et al., 2011) .
The recent studies on IFRS can be classified into two groups. The first one is about the analysis focusing on the impact of IFRS adoption within the scope of local accounting systems (Jermakowicz, 2004; Agca & Aktas, 2007; Callao et al., 2007; Lantto & Sahlström, 2009; Gaston et al., 2010; Iatridis, 2010; Kabir et al., 2010) . These studies generally use descriptive statistics, paired two-group tests (independent samples t test for parametric data, Wilcoxon signed rank test for non-parametric data), and regression analysis. The second group involves studies about the effects of different accounting principles on value relevance of accounting information. (Harris et al., 1994; Harris & Muller, 1999; Niskanen et al., 2000; Arce & Mora, 2002; Callao et al., 2007; Hung & Subramanyam, 2007; Jermakowicz et al., 2007; Gaston et al., 2010; Jarva & Lantto, 2010; Zeghal et al., 2011) . For this purpose, the book values that are based on local accounting systems and IFRS are compared with market values of these.
The listed companies in the European Union first prepared their mandatory financial statements in accordance with IFRS in 2005 (E.U. Regulation No.1606 /2002 . With the issuance of a decree (Series XI, No: 25) by the Capital Markets Board of Turkey (CMB), the listed companies in Turkey first prepared their financial statements in accordance with IFRS voluntarily in 2003, and the mandatory application of IFRS started in 2005. There are only a limited number of studies in Turkey about the effects of the transition to IFRS. The national and international researchers have studied the effects of transition to IFRS and have investigated the differences of local accounting regulations and IFRS. In this context, some of the related studies were examined (Harris et al., 1994; Harris & Muller, 1999; Niskanen et al., 2000; Arce & Mora, 2002; Jermakowicz, 2004; Agca & Aktas, 2007; Callao et al., 2007; Haverals, 2007; Hung & Subramanyam, 2007; Jermakowicz et al., 2007; Lantto & Sahlström, 2009; Gaston et al., 2010; Iatridis, 2010; Jarva & Lantto, 2010; Kabir et al., 2010; Zeghal et al., 2011) . Harris et al. (1994) compared the value relevance of German and US companies based on various criteria. As a result of this study, in contrast to the notion that accounting figures of German companies are meaningless, the figures were found to be associated with stock returns. In addition, Hung and Subramanyam (2007) studied the effects of IFRS adoption on value relevance and financial reports. Hung and Subramanyam found that book value (net income) plays a greater (lesser) valuation role under IFRS than under local GAAP. In addition, researchers discovered that while the IFRS adjustments to book value were generally value relevant, the adjustments to income were generally value irrelevant. Harris and Muller (1999) investigated the market valuation of earnings and the book values of financial statements in accordance with IFRS and US-GAAP. According to the research, IFRS earnings per share amounts were identified to be more highly associated with prices per share than US-GAAP earnings per share amounts. However, US-GAAP-based values were found to be more associated with values of securities than IFRS-based values. Arce and Mora (2002) investigated the value relevance of alternative accounting measures (earnings and book values) under different accounting systems in Europe. The researchers included the listed companies in Belgium, France, Germany, Italy, the Netherlands, Switzerland, Spain and the UK in the analysis, in order to examine the value relevance between these companies' earnings, book values, and market values. In addition, the authors determined whether there was a relationship between earnings and book values or not. According to the t-test, the relationship between the two variables was found to be statistically significant. Jermakowicz (2004) examined the effects of IFRS adoption on BEL-20 companies in Belgium. The research questions related with the problems faced in adapting IFRS were sent to selected companies. The study focused on the effects of IFRS transition on financial reporting regarding the organizational, accounting and financial strategies of companies. As a result of the study, the researchers concluded that IFRS transition had significant impacts on the selected companies. Jermakowicz et al. (2007) , in their study, examined the value relevance of IFRS transition effects on DAX-30 listed German companies. As a result of their study, they found that IFRS transition improved the comparability of the financial statements. In addition, they identified that there had been www.ccsenet.org/ibr International Business Research Vol. 6, No. 4; 2013 57 changes in earnings of the companies due to various reasons. Agca and Aktas (2007) analyzed the results of the financial ratios gathered from the financial statements prepared in accordance with IFRS and the financial statements prepared according to the local regulations. The financial statements were obtained from the CMB and they were analyzed to identify the extent of differences of these two regulations. Companies from 5 different industries were included in their study and the authors gathered different number of observations in each sector. As a result of the study, they found that some selected variables are statistically significant. Callao et al. (2007) investigated the impact of IFRS harmonization on the financial statements and their comparability in Spain. For this purpose, IBEX-35 companies were included in the analysis. In this study, the relationship between financial ratios and accounting figures was investigated according to local GAAP and IFRS and as a result, a statistically significant relationship was found according to the two different standards. Especially, it was noted that total liabilities, long-term liabilities, cash and cash equivalents and shareholders' equity were affected significantly from the transition to IFRS. In addition, they identified that the book values differed significantly from the market values under IFRS and under Spanish standards. Gaston et al. (2010) studied the effects of transition from local GAAP to IFRS on accounting figures, book values and market values in Spain and in UK. In addition, they worked on the financial information quality of local GAAP-based and IFRS-based financial statements. In this study, the effects of the transition are statistically significant on reporting of both countries; however, these effects are more significant on reporting in the UK. In addition, negative impacts of IFRSs were identified in these two countries in this study. Moreover, the only significant transition effect was found in Spain.
Haverals (2007) examined the transition effects on financial reporting in accordance with IFRS based tax harmonization policy of the European Union and their effects on the tax burdens of companies in Belgium. As a result of this study, it was concluded that IFRS-based tax accounting had major influence on the tax burden of Belgian companies and the study also revealed that the impact was not uniform across sectors.
Lantto and Sahlström (2009) identified the IFRS transition effects on financial reporting in Finland with the use of financial ratios. They determined that the selected financial ratios were significantly affected as a result of the IFRS adoption. They stated that fair accounting rules and other important rules were the reasons of these significant fluctuations. Niskanen et al. (2000) are other researchers who studied on value relevance of IFRS-based financial statements. Niskanen et al. determined that earnings of companies had important effects on value relevance.
Iatridis (2010) studied the transition effects of IFRS-based financial reporting in UK with the help of certain financial ratios. In this study, Iatridis identified that IFRS adoption had significant effects on the financial performance of companies in the UK, and the fair value accounting due to the adoption of IFRS introduced volatility in income statement figures.
Jarva and Lantto (2010) compared local GAAP-based financial statements with IFRS-based financial statements. Thus, they investigated value relevance between IFRS and local GAAP. According to the research, book values of earnings, assets and liabilities under IFRS had no more value relevance than those of local GAAP. In addition, they found that IFRS earnings adjustments included no information about future cash flows. Kabir et al. (2010) investigated the effects of IFRS adoption on accounts and earnings' quality of New Zealander companies. They identified that total assets, total liabilities and net profit figures were higher in IFRS-based financial statements. They also determined that IFRS-based adjustments increased goodwill, other intangible assets and investment property amounts. On the other hand, these adjustments caused decreases in employee benefits and share-based payments. Zeghal et al. (2011) studied the effects of IFRS adoption on earnings management of French companies. As a result of the study, mandatory IFRS adoption caused a reduction in the earnings management level. In addition, they identified that some factors affected the IFRS adoption of French companies.
Key Accounting Differences between Turkish Accounting System and IFRS
Turkish Accounting System (TAS) was first influenced by French system, and then by German system. Due to the economic developments and politic relations between US and Turkey in the 1950s, Turkish Accounting System, was later influenced by the US accounting system. Turkey's first regulatory institution is the CMB, established in 1981. However, the CMB's jurisdiction was limited to Capital Markets Law. Following these improvements, the Ministry of Finance published the Generally Accepted Accounting Principles of Turkey, and all companies (except for some) are required to keep their books according to Uniform Chart of Accounts (Agca We have been able to address differences between local GAAP-based and IFRS-based financial statements in two groups. The first one is the balance sheet differences and the other one is income statement differences. The fundamental balance sheet differences are related with goodwill, investment properties, construction contracts, and provisions of trade receivable and trade payable accounts. The fundamental income statement differences are related with the classification of continuing and discontinued operations, extraordinary income and expenses, calculation of deferred income and expenses. In addition, we are able to state the differences on presentation of non-controlling interest in shareholders' equity on the balance sheet and non-controlling interest in net profit on the income statement. Also, some of the standards, such as deferred taxes, share-based payments, and derivative instruments, do not apply to the TAS. Terzi et al. (2007) , Terzi (2008) , Terzi et al. (2008) studied the effects of the transition on financial reporting from local GAAP to IFRS. The results supported that the affected accounts in this study were in line with the results of these studies on transition to IFRS.
Appendix 1 describes the key differences between TAS and IFRS. We have classified the differences in two groups, depending on whether the item is related to the preparation of the balance sheet, or the income statement.
Research Methodology
In this section, we present the research sample together with the method of data collection as well as the measurement of the research variables and the method of statistical analysis.
Source of Data and Sample Size
Financial ratios are frequently used in the accounting literature. Especially in practice, investors, creditors or business owners use these ratios. In addition, ratios provide useful information about the financial position and performance of the companies.
In our research, we included 140 manufacturing companies, listed on the Istanbul Stock Exchange (ISE). Two of the companies, which were not publicly traded, but presented their financial statements due to their number of shareholders, were not used in the study. We analyzed the selected audited financial statements and annual reports as of December 31, These circumstances helped us to determine the statistically significant differences among different accounting principles.
The purpose of this study is to identify the statistically significant differences between local GAAP-based and IFRS-based financial statements of manufacturing companies listed on ISE in terms of financial statement items and calculated financial ratios.
Variables and Hypotheses
In this study, the selected variables (financial ratios and accounting figures) were obtained from the companies' balance sheets and income statements. Most of the selected variables were used in previous studies. (Agca ve Aktas, 2007; Callao et al., 2007; Lantto & Sahlström, 2009; Gaston et al., 2010; Iatridis, 2010) The selected variables included ratios related to companies' liquidity, operating efficiency, financial structure and profitability. List of selected variables are presented in Appendix 2. We employed 17 financial ratios and 6 financial statement items in our analysis. These variables are categorized into two groups. Descriptive statistics are presented for each variable in Appendix 2.
The following hypothesis has been established to determine whether there is any difference on industrial basis between the variables which are derived from the financial statements prepared in accordance with different reporting standards.
H 01 : There is no statistically significant difference between each calculated financial variable of local GAAP-based and IFRS-based financial statements.
The quantitative effects of different accounting standards on selected ISE listed companies' financial variables can be determined with Hypothesis H 01 . For this purpose, the variables of the same companies regarding the same periods were selected for the comparison of different reporting principles.
In order to test the first hypothesis of our study, we first determined whether the variables are normally distributed or not. We used Kolmogorov-Smirnov and Shapiro-Wilks tests for normal distribution tests (See Appendix 3). As a result of the analysis, we determined that the variables were not normally distributed (p<0.05). Therefore, we used Wilcoxon signed-ranks test in order to determine the relationship between the non-parametric variables.
In this study, logistic regression analysis was employed for empirical analysis. However, Mann-Whitney U test was used for the selection of included variables. Mann-Whitney U test is a nonparametric test alternative to the Independent Samples T-test. We used dummy variable as the dependent variable in our test. In the model, financial variables calculated using IFRS-based financial statements are indicated as 1, variables of local GAAP-based financial statements stated as 0. The following logit model was used in this study.
The parameters in this model are;
RR i,t = Dummy variable. IFRS-based reporting equals to 1, local GAAP-based reporting equals to 0.
B 0 = If the independent variable is equal to zero, this will be the dependent value (fixed value) B 1 , B 2 ,…, B k = The regression coefficients of the independent variables X 1 , X 2 ,…,X k = independent variables k= the number of independent variables e= is equal to the constant of 2.71. We used Wilcoxon signed-ranks test in order to assess whether the book value/market value ratios derived from local GAAP and IFRS figures had statistically significant differences or not.
Results and Discussion
In this section, we first introduced the results on differences in financial reporting under local GAAP and IFRS. Next, we assessed the impacts of the local GAAP and IFRS on subsector groups. Thereafter, we analyzed the relationship between market values and book values in terms of local GAAP and IFRS.
Differences in Financial Reporting under Local GAAP and IFRS
In order to test the first hypothesis of this study, we identified whether the variables were normally distributed or not. The test results are presented in Appendix 3. When Appendix 3 was analyzed, we noted that the variables derived from the financial statements which were prepared according to different accounting standards, were not normally distributed (p<0.05). Therefore, we used Wilcoxon signed-ranks test. Wilcoxon signed-ranks test results are presented in Table 2 . Notes: (*) Significant at 1% level; (**) significant at 5% level.
When Table 2 was examined, it was identified that liquidity ratios, inventory turnovers, current assets and short-term liabilities did not have statistically significant differences. The other variables were determined to be significant at 1% and 5% levels. In the first phase of our study, Hypothesis 1 was accepted for liquidity ratios, inventory turnovers, current assets and short-term liabilities and rejected for other variables.
According to the results of Wilcoxon signed ranks test and the results presented in Appendix 2, we found that current ratios, liquidity ratios, return on assets, return on equity, debt ratios, equity to total assets ratios, equity turnover, tangibles assets and equity values increased during the transition to IFRS-based financial statements.
After assessing the effects of Wilcoxon test, we used Mann-Whitney U test in order to develop the logit model with statistically significant variables. Mann-Whitney U test results are presented in Table 3 . The Mann-Whitney U-test results indicated that CAR and SL/FA variables were statistically significant at 1% error level, AST, TL/TW, CL/TL and CL/TA variables were statistically significant at 5% error level, and RET and SL/EQ variables were statistically significant at 10% error level.
According to the study, we tested the H 01 hypothesis and we identified that financial ratios of local GAAP-based and IFRS-based financial statements had statistically significant differences. Thus, we were able to say that some www.ccsenet.org/ibr
International Business Research Vol. 6, No. 4; financial variables had significant impacts on the quality and comparability of financial reporting. The study is also consistent with literature (Jermakowicz, 2004; Agca & Aktas, 2007; Callao et al., 2007; Lantto & Sahlström, 2009; Gaston et al., 2010; Iatridis, 2010) . Notes: (*) Significant at 1% level; (**) significant at 5% level; (***) significant at 10% level.
In our logit model, we selected the variables with high statistical significance (p<0.10). Accordingly, the developed model is as follows:
RR i,t = B 0 +B 1 (CAR)+B 2 (RET)+B 3 (AST)+B 4 (TL/TW)+B 5 (SL/FA)+B 6 (SL/EQ)+B 7 (CL/TL)+B 8 (CL/TA)+ε (2) In the application of logistic regression analysis, we used Forward Stepwise (Wald) method and included CAR variable in the first step and CL/TA variable in the second step. The model ended at the second step because there were no additional variables that could be added at this stage. Each variable's coefficients and significance levels are shown in Table 4 . In logistic regression model, we found Nagelkerke R 2 =0.56 instead of linear regression R 2 . According to Nagelkerke R 2 , we identified a 56% relationship between dependent variables and independent variables. Moreover, the success rate of the correct classification of this model was determined to be 90%. This high ratio indicates the effectiveness of the model.
Sector of Operation
We found that local GAAP and IFRS had impact on the manufacturing companies listed on the ISE, but the impact on sub-sectors was dissimilar. (see Table 1 ).
We were able to note that sub-sector groups had different results than the total sample groups in Table 5 . However, we identified that CAR and CL/TA variables were statistically significant for all sub-groups in the sector. The only exception was CL/TA variable not being statistically significant in the WFP sub-industry. In fact, this result is consistent with the results of the logistic regression in Table 6 .
Impact of IFRS on the Book-to-Market Ratio
We analyzed the relationship between the market values of the selected companies and their book values calculated from the financial statements based on local GAAP and IFRS. For this purpose, we used book value/market value (B/M) ratio. Firstly, we identified whether B/M ratio was normally distributed or not. As error values of Kolmogorov-Smirnov and Shapiro-Wilk test results were lower than 5%, Wilcoxon signed ranks test was used. Notes: (*) Significant at 1% level; (**) significant at 5% level; (***) significant at 10% level. Notes: (*) Significant at 5% level; (**) significant at 10% level.
We found that local GAAP-based and IFRS-based financial statements do not statistically affect the B/M ratios of the selected companies according to Table 6 . These results were in line with the results of Hung and Subramanyam (2007) . However; after analyzing the sub-sectors of manufacturing industry, we noted that the effect of transition for the stone and soil industry was in 5% error level; for the textile, apparel and leather clothing industry, wood products industry, and furniture and paper products industries were in 10% error level. These results are compatible with the results of the studies conducted by Callao et al. (2007) , Gaston et al. (2007) and Jarva and Lantto (2010) .
In our study, we tested the H 02 hypothesis and we observed no statistically significant differences of book value/market value ratios in terms of local GAAP-based and IFRS-based financial statements. After analyzing the sub-sectors of the manufacturing industry, we noted that H 02 hypothesis was rejected for TCL, WFP and STS sub-industries; however, the hypothesis was accepted for FBT, PCR, MEI and CER sub-industries.
Conclusion
In this study, we analyzed the differences between local GAAP-based and IFRS-based financial statements of www.ccsenet.org/ibr International Business Research Vol. 6, No. 4; 140 companies listed on the ISE, with the help of financial ratios and accounting figures. Thereafter, we examined the effect of IFRS on financial reporting. For this purpose, we used book value/market value ratio. The accounting figures of the selected companies helped us to assess the financial structure of these companies.
We identified the statistical comparability of differences of local GAAP-based and IFRS-based financial statements of manufacturing companies listed on the ISE. In other words, we noted that IFRS adoption had important impacts on financial reporting. The effects on inventories, fixed assets, long-term liabilities, and shareholders' equity accounts in the financial statements were at the significant level. The study by Callao et al. (2007) showed that adoption of IFRS had significant impacts on long-term liabilities and shareholders' equity accounts; however, there were no significant effects on fixed assets and inventories accounts. Gaston et al. (2007) determined that IFRS-based financial statements had statistically significant effects on fixed assets, long-term liabilities, and shareholders' equity accounts.
We identified significant differences between local GAAP-based and IFRS-based financial statements on current ratios, receivables turnover, assets turnover, total liabilities/tangible assets ratios, fixed assets turnover, equity turnover, short-term liabilities/total liabilities ratios, short-term liabilities/total assets ratios. In our sub-sector analysis, we determined that current ratios and short-term liabilities/total assets ratios were affected from the transition on financial reporting. Indeed, in their studies, Agca and Aktas (2007) and Callao et al. (2007) indicated that current ratios were influenced by the IFRS adoption on financial statements.
We found no statistically significant differences in book value/market value ratio analysis depending on the market value under local GAAP-based and IFRS-based financial statements. In literature, Arce and Mora (2002), Callao et al. (2007) , Gaston et al. (2007) and Jarva and Lantto (2010) identified statistically significant differences about B/M between local GAAP-based and IFRS-based financial statements. However, Hung and Subramanyam (2007) determined that book value was not influenced from IFRS transition. We examined that B/M ratios of TCL, WFP and STS sub-industries were affected from IFRS transition whereas the same ratios of FBT, PCR, MEI and CER sub-industries were not affected from IFRS transition.
The results of the study showed that adoption of IFRS had a statistically significant effect on the equity accounts. Hence, we identified that transition to IFRS provided the opportunity for capital maintenance and the protection against failure risk.
We believe that the business managers, analysts and creditors may find this study useful for IFRS transition in accordance with Law No. 6102, effective on 2013. In addition, the regulatory agencies may find this study beneficial for the harmonization process of IFRS.
There were some limitations in this study. First of all, in our analysis, we only considered the transition periods. Therefore, time period was limited. In addition, we only included the manufacturing companies listed on the ISE. The selected sample size was limited when compared to all of the companies operating in the manufacturing industry. Our study did not allow us to measure the impact of each standard on the financial ratios and accounting figures. Considering these constraints may provide more accurate results in future studies. 
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